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INTRODUCTION
All CPA firm leaders want to maintain dynamic practices to offer clients
the highest possible quality of services. A carefully considered system
of quality control policies and procedures will advance and enhance
practitioners’ efforts to run a well-organized firm. To assist in deter
mining whether these systems of quality control actually work, firm
leaders and practitioners voluntarily accepted a system of practice mon
itoring by peers.

Brief Historical Background
In 1988, the members of the American Institute of Certified Public Ac
countants (AICPA) approved an amendment to its bylaws that requires
all AICPA members engaged in the practice of public accounting to
practice with a firm that is enrolled in an approved practice-monitoring
program. Firms were given a choice between enrolling in the AICPA
peer review program and joining what was then called the Private Com
panies Practice Section (PCPS) or the Securities and Exchange Com
mission Practice Section (SECPS) of the AICPA Division for CPA
Firms. In 1990, a new amendment mandated that members who prac
ticed public accounting with firms that audit one or more Securities and
Exchange Commission (SEC) clients must be members of the SECPS.
In 1994, the AICPA Board of Directors and Council approved a
combination of the PCPS Peer Review Program and the AICPA Quality
Review Program. The combined program was named the AICPA Peer
Review Program. The AICPA Peer Review Board became the executive
committee with authority to establish and conduct the Peer Review Pro
gram in cooperation with state CPA societies. Today, practice monitor
ing is an essential element in the CPA profession’s self-regulatory effort.

Peer reviews, with the exception of SECPS, are administered by
state societies. They are performed in accordance with AICPA Stan
dards for Performing and Reporting on Peer Reviews. To this day, the
standards and criteria for reviews have been the same for all firms, thus
ensuring to the public that the size of a CPA firm is no indication of the
quality of its services.
Since its founding in 1977, PCPS has required its members to un
dergo a peer review every three years, the results of which are available
to the public. Originally, only a few hundred firms participated in this
process on a voluntary basis. Now, the more than 7,200 PCPS firms
undergo peer reviews every three years.
1

In 1997, Partnering for CPA Practice Success, the AICPA Alliance
for CPA firms (PCPS), a new PCPS was born. In response to the
changing environment of public accounting and the changing needs of
CPA firms, the role of PCPS has changed as well—from an organiza
tion that administered reviews to an organization that helps CPA firms
prosper and makes suggestions and recommendations to other admin
istering bodies. This handbook is part of the PCPS effort to help all
member firms get the most value from their peer review process.

The Purpose of the Handbook
Although peer review has been in place for twenty years, it is still an area
of concern for many CPAs, who ask themselves questions such as the
following. What kind of judgments will an outsider make about my
firm? Will my practice be able to function during the review? How much
will it cost? What if I disagree with the reviewer? What happens if my
firm is found to be have problems? How can I receive value for the cost?
PCPS believes that the peer review is an excellent opportunity for
CPA firms to grow and improve their services by learning from others
in the profession. Yet, the PCPS Executive Committee also realizes that
not every firm completely understands the peer review process and how
to get the most out of it.
In an effort to help firms make optimal use of this valuable tool, PCPS
has published this handbook expressly for PCPS member firms. It takes
the reader step-by-step through the on-site peer review process from
how to select a reviewer to how to respond to a review finding. Firms
planning off-site reviews may also benefit from a number of the sections
of this handbook. Similarly, firms in the SECPS Peer Review Program
may also find that parts of the handbook are of benefit to them.

Peer review need not be just a useful quality tool. It can be an excit
ing and profitable experience if practitioners know how to make the
most of it. PCPS has developed this handbook to help practitioners do
just that.
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1 PREPARING FOR A REVIEW
A peer review is not an isolated process. It is part of a larger, continuous
effort to maintain a high standard of quality within a practice and to en
sure that CPA firms adhere to professional standards. The purpose of an
on-site peer review is to evaluate a firm’s system of quality control and
their compliance with that system. It is a mechanism that helps ensure
that a firm adheres to the most rigorous and professional practice stan
dards. Review teams must gain an understanding of a firm’s system of
quality control and report on that understanding. Thus, the system of
quality control should be in place and functioning long before the review
begins. The workings of a system of quality control are not simply a con
sideration in a peer review—they should be a part of a firm’s daily life.

Where

to

Begin—Sourcebooks and Guides

Creating and maintaining a worthwhile system of quality control is the
first critical step in preparing for a peer review. To learn more about es
tablishing an appropriate system, firms may want to consult the follow
ing sources:
1. AICPA Auditing Standards Board (ASB) Statement on Quality Con
trol Standards (SQCS) No. 2, System of Quality Control for a CPA
Firm’s Accounting and Auditing Practice (AICPA, Professional Stan
dards, vol. 2, QC sec. 20) the general standard, which supersedes
SQCS No. 1, System ofQuality Control for a CPA Firm

2. AICPA ASB SQCS No. 3, Monitoring a CPA Firm’s Accounting and
Auditing Practice (AICPA, Professional Standards, vol. 2, QC sec. 30)
3. AICPA Standards for Performing and Reporting on Peer Reviews

4. The AICPA booklet entitled Guide for Establishing and Maintaining
a System ofQuality Controlfor a CPA Firm’s Accounting and Audit
ing Practice (nonauthoritative; illustrates how four differently sized
firms implement the quality control standards)

Developing the System of Quality Control That Is
Right for You
Practitioners who consult the standards will note that they do not pre
scribe any particular system of quality control that must be imple
mented by all firms. Measures that may be perfect for a midsized firm
may be unnecessary in a smaller firm or inadequate in a firm that is
much larger or that performs high-risk engagements. Each system of
3

quality control must be customized to address the unique aspects of
the individual firm.

Practitioners may be surprised to learn what is not required of a sys
tem of quality control. For example, some firms create elaborate qual
ity control documents that are so complicated that even practicing firm
members find them difficult to follow. Although a quality control doc
ument may be a useful part of a system of quality control, the standards
do not specifically require firms to produce one. A firm’s responsibility
includes instituting a system of quality control and communicating that
system to the staff. Exactly how this is done is best left to the judgment
and discretion of the individual firm.
Before a review begins, firms undergoing on-site reviews will be
given a brief questionnaire about their systems of quality control by
their reviewers. The answers to this questionnaire can serve as a firm’s
quality control document. To communicate policies and procedures to
staff during the year and reinforce a clear understanding of what is ex
pected, firms can send the staff memos detailing necessary steps as is
sues arise. In a number of firms, these steps and the follow-up required
to make sure that the process is working, may be all that is necessary to
establish an adequate system of quality control.
Similarly, firms often take the time to put together rigorous checklists
that they then try to integrate into their practices even though these
tools are not mandated by the professional standards. In designing a
system of quality control, firms should consult the standards and then
determine what procedures can reasonably be used in their practices to
help ensure that professional standards are maintained. Also see exhibit 1,
“For Reviewed Firms: Review the Options.”
EXHIBIT 1
For Reviewed Firms: Review the Options

1. Firms are free to pick the qualified reviewer of their choice for on-site
reviews: a team assembled by an authorized CPA association, a com
mittee-appointed review team (CART), or a firm team they solicit
themselves. All review teams must be approved by the entity adminis
tering the review before it begins.
2. Firms can negotiate fees and request a fixed fee.

3. Firms can choose to receive added value for the time and money
they invest in peer review. They can seek an additional return on
their investment in the form of advice that will enhance quality, im
prove efficiency, or cut costs.
4. Firms can challenge a review team captain’s interpretations or request
clarification.
4

Developing an Accounting and Auditing Hours Estimate
A number of internal practice management steps not only make good
business sense, they also help facilitate the peer review process. For ex
ample, the firm’s time and billing system and time and billing code en
tries should be administered throughout the year to provide useful,
up-to-date information. Firms can use data from these systems to com
pile the estimates of accounting and auditing hours that will be used to
determine the number of hours budgeted for the review.
The estimates must offer a reasonable representation of the practice,
but they should be strictly limited to accounting and auditing hours.
Firms can incur unnecessary expense and work if they overestimate
their hours. Here are a number of tips that should help illuminate the
requirements.

1. For monthly or quarterly compilations, include only the time
needed to prepare and review the financial statements. For example,
do not include bookkeeping tasks, or the time spent entering cash
disbursements or receipts or preparing a trial balance.

2. Do not include computer time that is not directly related to prepar
ing and reviewing the financial statements.
3. Leave out all tax and management consulting hours, unless they are
associated with financial statements.

4. Firms are not necessarily required to supply lengthy client lists.
Nevertheless, firms may need to supply client lists to reviewers to
enable them to see the population of engagements from which to
select a sample.
A number of firms inadvertently inflate their accounting and auditing
hours when presenting their statistics because they are unclear about
what to include. If this happens, reviewers budget and plan for more
work than is really necessary, often costing the firm more money and
using up more of its time. Also see exhibit 2, “Tips for a Better Review.”
EXHIBIT 2
Tips for a Better Review

1. Don’t inadvertently inflate accounting and auditing hours.
2. Take time to consider how to make the review as efficient as possible.
3. Assign a firm liaison to the review team. Designate an administra
tive staff member to help with the team’s support needs.
(continued)
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EXHIBIT 2 (continued)

4. Before the review, schedule a staff meeting to take place immediately
after the review to discuss the results and to create an action plan.
5. Gather documentation and present it in a way that is useful to the
reviewer.
6. Inform employees about the purpose and process of the review.
7. Make plans to use the reviewer as a sounding board. Leverage the
reviewer’s knowledge of the firm.
8. Select a reviewer who adds value to the process. Do not focus on
price alone.
9. Don’t leave the reviewer waiting for staff members to return from
appointments. Make sure professional staff are available if the
reviewer needs them.
10. Implement the reviewer’s suggestions or appropriate alternatives
quickly so that momentum is not lost.

Preparing an Engagement Summary
Firms will also need to recap their hours according to the kind of en
gagement and industry, and identify the responsible owner or manager.
This list of accounting and auditing engagements should be given to
the peer reviewers in advance so that they can preselect certain engage
ments to review that are a representative cross section of the practice.
Nevertheless, it’s a good idea to have this data available well in advance
instead of racing to put them together just before the review takes
place. This will make the peer review process more efficient, and it can
also offer valuable information to be used for other purposes. For ex
ample, the data can be used to assist monitoring, a process in which a
firm essentially reviews its compliance with the elements of quality con
trol. In addition, these data can provide firms with information that
aids in obtaining a clearer understanding of a firm’s service mixes,
growth areas, and management or marketing needs.
Firms can follow steps to make sure that the summary list is as effec
tive as possible. For example, an alphabetical listing of engagements
will not help the review team determine the firm’s industry concentra
tions or offer them more than basic help in planning the review. It is
better to summarize the list by kind of service and industry. Firms
could begin by grouping audits by industry, with information on en
gagement hours and persons in charge. This could be followed by a
listing of reviews and compilations with engagement hours and persons
in charge. Initial engagements should also be identified. Such steps
6

provide the review team with a clearer picture of the practice and how
it should be reviewed, thus reducing the effort and costs necessary to
complete the planning process. Firms that offer a useful engagement
summary to their reviewers in advance can help ensure themselves a
smoother review experience. Also see exhibit 3, “Is This the Right (or
Wrong) Reviewer for the Firm?”
EXHIBIT 3
Is This the Right (or Wrong) Reviewer for the Firm?

The reviewer—
1. Assures firm leaders that the process will be fast.
2. Is not truly a peer. The reviewer’s firm is not of a similar size, does
not perform similar kinds of engagements, or does little accounting
and auditing work but lots of peer reviews.
3. Cannot provide a list of references.
4. Lacks knowledge of the firm’s specialties.
5. Fails to show sufficient interest in the firm and its unique practice
issues.
6. Is hard to talk to or hard to reach.
7. Cannot describe how he or she will maximize the value of the peer
review.
8. During preparation for the review, preselects engagements that
are not representative of the firm’s different niches or high-risk
engagements.

Documenting Quality Control Policies

in

Advance

The review team will want other information about the firm beyond a
breakdown of accounting and auditing hours. For example, the firm
must respond to the quality control policies and procedures question
naire developed by the AICPA Peer Review Board. According to SQCS
No. 2, System of Quality Control for a CPA Firm’s Accounting and
Auditing Practice, the quality control policies and procedures that
apply to an accounting and auditing practice should encompass five
elements. In order to plan the review, the review team must understand
how the firm’s system of quality control addresses each one as follows:

1. Independence, integrity, and objectivity. The firm should have inde
pendence confirmations, if required by their system of quality con
trol, and documentation of resolutions of any independence
problems during the year.
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2. Personnel management. Appropriate documents would include per
sonnel files and continuing professional education (CPE) records.
3. Acceptance and continuance of clients and engagements.

4. Engagement performance. The engagement review will cover finan
cial statements, accountants’ reports, working paper files, and corre
spondence. The reviewers will also need to review practice aids, such
as programs and checklists used by the firm in engagements or other
accounting and auditing manuals.
5. Monitoring. This might include internal inspection records and
other relevant materials. If the firm has had previous reviews, the re
view team should be given a copy of the prior report, letter of com
ment, and letter of response.
In addition, the reviewer will need other documentation to test the
firm’s compliance with their system. One of the best ways to ensure an
efficient review is to gather all required documentation beforehand,
and make sure that it is easy for the reviewers to use. For example, firms
might create a staff list that gives summaries of CPE hours, indepen
dence issues, confirmations of AICPA dues payments, and any other
relevant information. If reviewers receive a stack of documentation on
CPE, for example, they must spend time calculating hours, a task that
could have been performed by one of the firm’s administrative staff at a
much lower hourly rate.

If the necessary materials are not available when the team arrives, the
review team will be forced to wait while firm members interrupt their
work schedules to scramble to find them. Reviewers report that this is
too often the case. When firms perform audits, they spend time with
the client beforehand making sure that company employees know what
will be expected if the auditing firm arrives. A firm that is to be re
viewed similarly should be aware of what the reviewer will need when
the team arrives.

Firm Members and the Review: Assigning a Liaison
Interaction between the review team and the firm’s personnel is an im
portant part of every review. Owners and other professionals who have
worked on the engagements selected by the review team may be called
on to answer questions. Other firm members will be curious about the
process and should be made aware of the reviewers’ findings and of any
necessary or recommended changes that will take place as a result.
Firms should consider all employees’ roles in the process and the ap
propriate way to prepare them.
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One of the most important preparatory steps is to select one firm
member to act as a liaison to the review team. The liaison should be an
owner who is familiar with the firm’s accounting and auditing practice.
Many firms designate their accounting and auditing practice quality
control partner or owner. It will not be necessary for the liaison to spend
all of his or her time with the reviewers, but his or her schedule should
be clear enough so that he or she will be available if needed. In a num
ber of cases, the reviewers may have questions or need additional infor
mation, and the liaison should have the time available to assist them.

Selection of a liaison to the review team saves firms both time and
money. A prepared liaison can respond quickly, funnel requests to the
appropriate person, and prevent the reviewer from interrupting staff
with requests and questions, making it easier for them to concentrate
on client service. In addition, if a reviewer has a technical question, a
designated liaison should be able to investigate the issue and work to
resolve the matter or at least to better understand the issue. Finally,
firms receive greater value from the process when they can get ideas
and recommendations from reviewers. A liaison who can spend time
with the review team will be in a better position to gain deep insights
from their review.

The liaison can ensure, that all of the preliminary information re
quired for the review is in place. He or she can also help other firm
members budget their time during the review based on an informed un
derstanding of how it will proceed, and coordinate the exit conference.

The liaison must inform other staff members and, if appropriate,
clients that he or she will be heavily involved in the review process for
its duration. He or she will have to schedule clients, engagements, and
other firm projects to accommodate the peer reviewers. Along with the
owner or liaison, it is also a good idea to assign an administrative per
son as a contact for the review team who can retrieve files or make
copies when needed. This can save the time of the liaison and of other
firm personnel.

The Importance

of

Communicating With Your Staff

Does your staff understand the reason for the firm’s system of quality
control? Firms sometimes take it for granted that their staffs under
stand this system and its purpose. Before the review takes place, it is
important to ensure that they do. The pending review presents firms
with an opportunity to gauge the staff’s grasp of the system, its impor
tance to the firm, and how it functions. Not only is it beneficial for staff
to be well informed, this step also is particularly relevant because staff
could be interviewed about aspects of the system of quality control by
9

the reviewers. They should be informed about the kinds of questions
reviewers will be asking, and that the review team will expect them to
consider issues related to the firm’s system of quality control.
Part of the preparation for review, therefore, should be to go over
the system of quality control with the staff. Many small firms do not
have quality control documents, while in many large firms, the staff do
not understand these documents. Instead of relying on the documents
to explain the system, firm leaders should take the time to talk to em
ployees about how the system operates and how it could be improved.
Firms may gain some valuable insights and advice from this exercise.
Actually, firm leaders may want to schedule regular discussions of the
system of quality control throughout the year as part of the monitoring
process. For example, at the completion of a large engagement, it may
be a good idea to meet with the engagement staff to consider how the
system worked and how it could be improved.

Firms should use peer review preparation as the time to clear up mis
perceptions about peer review and to build enthusiasm for it. Firm
leaders can provide reassurance if they present the process as something
positive that need not be threatening. They can explain that the re
viewers are coming to help determine how the practice can improve on
its existing good work.
The owners, too, should prepare themselves to enter the process fo
cusing on the benefits they can gain from having an objective expert
analyze their method of maintaining quality. They should examine
their own attitudes as part of the preparation process and why they are
engaging a peer reviewer. Peer review is a bylaw requirement of AICPA
membership, but there are other good reasons for it. What can the firm
accomplish through the process? Is there a weakness that firm leaders
could address with the reviewers’ help? Are there efficiencies or practice
expansion possibilities that a trained observer of CPA firms might sug
gest? Most reviewers see the work of many other firms, so they are in a
good position to offer advice. Although peer reviews are not necessar
ily viewed as opportunities by reviewed firms, your firm’s review may
be turned into a valuable opportunity to take a fresh look at your firm.
Value can be added to the process if firms picture reviewers as a sound
ing board with whom they can build a relationship and use as a re
source throughout the year.
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2 SCHEDULING THE REVIEW
Preparation is crucial if firms are to gain the most from their reviews
and control cost. In order to prepare properly, firms must have a realis
tic time frame in mind that will allow them to schedule the review for a
time period that is the most advantageous.

Getting Ready
Upon acceptance of a firm’s prior review or upon enrolling in a practice
monitoring program, the firm is assigned a due (completion) date. Well
before the review due date, the administering entity will send the firm
a reminder of the review due date along with a request for scheduling
information. Once it receives the request, the firm must complete the
following tasks.

1. Estimate the number of accounting and auditing hours that they
expect to perform during their review year. As noted earlier, it is
crucial that firms prepare this estimate correctly. Many firms inad
vertently inflate these figures by mistakenly adding in hours for
tasks that should not be included. Firm leaders should familiarize
themselves with the requirements and implement a reliable sys
tem to capture accurate estimates in order to save themselves time
and money.

2. Select a natural review year. Firms being reviewed for the first time
may choose a specific twelve-month period that ends when a busy
season does and offers a fair representation of their practice. For ex
ample, if the firm performs a lot of June closings, it may want to pick
a review year that stretches from September 1 of one year through
August 31 of the next, allowing time to complete engagements in
process during the busy season. Once this period is chosen, it will
not change for future reviews unless the firm asks that it be altered.
Once the review year is decided, it becomes possible to set a date for
the reviewers to arrive on site. It is very important that firms select a
date that leaves adequate time to complete the review, receive the re
port, and respond to it before all the paperwork is due at the admin
istering entity. Firms must submit a letter of response within thirty
days (or within fifteen days for SECPS members) of receiving the
report and a letter of comments or by the firm’s review due date,
whichever is earlier.
3. Complete the reviewer questionnaire. After review arrangements are fi
nalized, the reviewers will send the firm a questionnaire on their qual
11

ity control policies and procedures that must be returned before the re
view takes place. The following should also be sent to the reviewers:
a. Manuals and checklists used in the firm’s accounting and auditing
practice, if applicable
b. Summary information on the nature of the practice, including
services provided, clients served, industry concentrations, and the
number of accounting and auditing hours for these industries as
shown on the listing of auditing and accounting engagements
c. Employee names, positions, and years with the firm and in the
profession
d. A brief history of the firm and a description of offices and locations
e. Any other information the team captain requests

Setting

the

Date: A Checklist

The following are some of the considerations involved in setting the
date for a peer review.

1. Will the date allow the reviewer and the firm enough time to pre
pare all the materials to be submitted to the administering entity by
the due date? The firm and the team captain should agree on a
twelve-month period to be reviewed. The firm will normally retain
the same year-end for subsequent peer reviews. The review should
start no later than three or four months after that review year ends.
2. Has the firm completed all the engagements that are going to be in
cluded in the peer review year?

3. Will the firm have time to devote to the peer review? In other words,
do not schedule the review during the firm’s busy season or in the
middle of a large engagement. Firms may want to have their reviews
after their busy seasons, if a large body of work has been completed
and firm members are available to work with the reviewers. Firm
leaders should meet with professional staff to ensure that the chosen
date is best for all firm members. The duration of the peer review
will vary depending on firm size. In a small firm, a review will prob
ably last no more than a day. In firms of about twenty-five people,
they may last as long as three days.
4. Will there be time for adequate preparation? Much material must be
gathered for a review, so the date should be set far enough in ad
vance to accomplish this task. The amount of time necessary will
vary depending not only on firm size but also on the firm’s internal
system for accumulating the needed information. If the firm has a
mechanism for capturing hours devoted to different practice areas,
12

for example, it will be easier for it to report this information to the
administering entity and even for the reviewer to begin to preselect
engagements to be reviewed. Another factor is the firm leaders’
depth of experience with the process. Once firms know what to ex
pect in a review, it will be easier for them to anticipate and prepare for
one. Practices undergoing their first peer reviews, in particular, may
want to take a course on how to conduct a review to learn about the
steps involved and what reviewers are trained to expect and do.
5. Will the necessary personnel be on hand? The review should not
take place if partners or owners or other key professionals are in the
field or if they are too busy to become involved in the process.
6. Will the reviewer be available? Many reviewers are busy in May and
June, for example, since this is a slow time for a lot of firms. Some
reviewers recommend late summer or early fall as a good time be
cause there is decreased demand for reviews at that time, which will
make scheduling easier. Firms should remember to select and con
firm the reviewer as early as possible.

When setting a schedule, it is a good idea to include a follow-up
meeting in which key staff can consider the review and its results. Firms
should create an action plan for implementing all the suggested
changes and improvements. Also see exhibit 4, “A Timeline for Con
ducting a Peer Review.”
EXHIBIT 4
A Timeline for Conducting a Peer Review

At the beginning ofthe process, thefirm receives notice ofthe review due date
from the administering entity. The firm must perform the following tasks.
1. Estimate the number of auditing and accounting hours the firm per
forms in a year.

2. Decide either on an on-site or off-site review. For on-site reviews,
choose from among CART (if available), association (if appropri
ate), and firm-on-firm reviews.
3. Return the “Request for Scheduling Information” form to the admin
istering entity as soon as possible.
4. Select a firm liaison to review the team.
Six to nine months before the review, the firm should begin the reviewer
selection process by taking the following steps.
1. Consider the work of the previous review team. Should they be en
gaged again?
(continued)
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EXHIBIT 4 (continued)

2. If not, solicit recommendations from firms with similar practices or
refer to PCPS Firm on Firm Review Directory or state society publi
cations of reviewers.

Six months before the review, the firm should send out requestsfor proposals.
1. Once the field has been narrowed, speak to the top choices person
ally to ask specific questions about their experience and approach.
Three to six months before the review, select the reviewer and proceed with
the following steps.
1. In the case of a firm-on-firm review, inform entity administering the
review of your choice.
2. Complete the reviewer’s questionnaire on firm quality control poli
cies and procedures.
3. Establish the review date. The review should take place no later
than four to six months after the peer review year-end and two to
three months before the due date.

Two to three months before the review due date, preparefor reviewer’s arrival
by taking the following steps.
1. Ask the reviewer to preselect engagements.
2. Assemble chosen engagements as well as other required documen
tation.
3. Meet with the staff to discuss the review and what it will mean to
them and the firm.
4. Address all internal scheduling issues to ensure that staff remain
productive yet available to the reviewer, when needed.

5. Schedule the firm’s review follow-up meeting.
Begin the review as follows.
1. Ensure that reviewers’ needs are met, and questions are addressed
as early as possible.
2. Schedule the exit conference to ensure that all appropriate staff can
attend.

Within thirty days after the review or by the firm’s review due date,
whichever is earlier, the firm should perform the following.
1. Receive final written report and letter of comments from the review
team.
2. Write the firm’s letter of response to the peer review report and let
ter of comments.
3. Submit a letter of response to the team captain for review and comment.
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Within thirty days of receipt of the reviewer’s report (and before the review
due date), the firm should submit a peer review report, a letter of com
ments, if any, and the firm’s letter of response to the administering entity.
Within sixty to ninety days of submission of the peer review report, the let
ter of comment, and the letter of response, the administering entity’s peer
review committee or report acceptance body will consider the preceding
peer review documents for acceptance.
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3 SELECTING A REVIEWER
The selection of a peer review team is one of the most important steps
in ensuring that the process is efficient, cost-effective, and valuable.
Firms that do not approach this decision with due care are unlikely to
receive all the benefits that the process can afford.

It is important to begin the selection process well in advance of the re
view due date. Peer review administering entities send out requests for
scheduling information long before this date. Firms may want to begin the
selection process even before the request is received. The following sec
tions address the two important initial decisions that will be faced by firms.

On-Site

or

Off-Site Review?

Firms may choose to have an off-site peer review if they do not perform
any of the following engagements:

1. Under the Statements on Auditing Standards

2. Examinations of prospective financial statements
Off-site reviewers are sent financial statements and reports on se
lected engagements along with engagement questionnaires and offer
limited assurance that they have been performed in accordance with pro
fessional standards. The reviewer reads compilation, review, and attesta
tion reports and related financial statements. The scope of the review
does not include working papers for the selected engagements, tests of
the firm’s administrative or personnel files, interviews with firm person
nel, or other elements of an on-site review. The reviewer is not examin
ing the firm’s system of quality control but, rather, is reporting on the
financial statements and reports submitted by the firm.
On off-site reviews, the reviewer does not visit the firm office, so he
or she is less likely to disrupt the practice’s day-to-day workings. Also,
because of their narrower scope, off-site reviews usually are less expen
sive than on-site reviews.
A number of firms believe that on-site reviews are more valuable to
their firms. Although a firm may qualify for an off-site review, it can
elect to have an on-site review. Only an on-site review will address the
functions of the system of quality control, which is an important issue
in any firm. In addition, on-site reviews offer firms the opportunity to
work one-on-one with another practitioner to improve the firm’s inter
nal operations. Many practitioners think these benefits make on-site re
views well worth any added time or expense.
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Association, CART, or Firm-on-Firm Review?
There are three ways to form a review team when a firm plans to have an
on-site review. If a firm is a member of an association of CPA firms autho
rized to arrange review teams, it can ask the association for a team. In a
number of states, the firm may also request a committee-appointed review
team (CART) from the entity administering the review. In this case, the
entity administering the review chooses from a pool of qualified reviewers.
The selection is made based on information the firm submits about its
size, industry specializations, and geographic restrictions. For example, a
number of firms do not want a review team from their local area or even
from their state. The administering entity makes its selection based on the
firm’s requirements, but firms have the right to reject the team once it is
appointed and ask the administering entity to select another one. Once a
team has been approved, the administering entity puts together an en
gagement letter listing estimated hours needed to perform the review and
the reviewers’ billing rates, which are set by the administering entity.

The reviewed firm may also select another qualified firm. In a firmon-firm review, firms conduct the selection process on their own and
engage the firm subject to the approval of the administering entity. Al
though it can be time-consuming, interviews with prospective firms
can be useful and informative. Firms conducting their own searches
have greater control over the process, selection of reviewer(s), and the
cost of the review. As a result, many firms favor this option.

Selecting

the

Right Team

Firms that choose a firm-on-firm review should begin the selection
process early. It is advisable to begin six to nine months ahead of the
date the review will take place. The goal is to find a team captain and a
review team that match the practice being reviewed. The captain and
team members should have significant experience in all of the key areas
in which the firm operates, by industry or kind of accounting and au
diting engagement. Team members who do not understand the firm’s
unique practice issues will not be able to perform an optimal review or
provide the kind of value that reviewed firms deserve.

There are several ways to learn about prospective reviewers. The
AICPA PCPS annually publishes a Firm-on-Firm Review Directory.,
which lists about 1,000 firms that perform peer reviews and includes
information on firm specialization by industry and size of firm. Also,
state CPA societies and associations often have lists of firms that per
form reviews. To narrow the field, a firm should consult other CPAs,
especially those with similar specialties and those it respects profession
ally, to find out which reviewers they would recommend.
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Defining a True Peer
One important determination is whether the review team comes from a
firm that is truly a peer of the firm it is reviewing. How does its size
compare in terms of billings and number of personnel? What size are its
clients? Does it specialize in the same industries and have the same depth
of knowledge in those areas? Does it perform similar kinds of engage
ments? Is its personnel of the same caliber? Does it face the same kinds
of liability exposure? A review team should have a personal understand
ing of the firm’s unique practice issues in order to do a good job.

Choosing a peer does not necessarily mean selecting a firm that is ex
actly the same size. Firms that are exactly the same size often are strug
gling with some of the same issues as the firm under review and may or
may not be resolving them. Slightly larger firms may have insight to
offer on how to tackle practice problems, since they may have faced and
solved these issues themselves in the recent past. In addition, firms that
are seeking to grow can learn from those that have achieved expansion.

The Request

for

Proposals Practice

Firms should send out a request for proposals (RFP) about six to nine
months before they would like the review to take place so that they
have time to evaluate the responses and confirm their selection before
the review. The RFP should contain information about the firm’s ac
counting and auditing hours, specializations, personnel, and peer re
view history. This document should also address the firm’s interest in
possible added practice management consulting engagements, and
anything else the reviewer would need to make a proposal. Firms may
send out as many as a dozen RFPs. Once the proposals arrive, firms can
begin to conduct telephone interviews with their top two or three
choices to learn more about the nature of each team’s experience. For
example, a review team may perform some engagements in a certain in
dustry, but if the firm being reviewed devotes much of its practice to
that industry, it will want the reviewers to have significant experience in
the field. Telephone interviews with prospective team captains often
are the best way to gauge the team’s expertise.

In particular, the review team captain should be familiar with a
firm’s most important areas of specialization. For example, a firm that
focuses on not-for-profit engagements might engage a particular re
view team because it comes from a firm that does a great deal of work
in this area. However, if the team captain does not have sufficient expe
rience in not-for-profits, he or she may not be the best person to syn
thesize the review results properly. Even if the captain is familiar with
standards in a certain field, he or she may not have the same depth of
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expertise as a practitioner who actually devotes a lot of time to the field.
Since the team captain sets the tone for the entire engagement, firms
should pay careful attention to his or her qualifications and approach.
That is especially true for many small firms, because the team captain
composes the entire review team.

What Are the Team Captain’s Qualifications?
Firm leaders should interview prospective team captains to ensure they
gather all the information they need to make the best choice. Tele
phone interviews offer a good opportunity to find out whether the per
son has satisfactory communications skills, which are critical in a team
captain. To be accepted by the administering entity, requirements for
the team captain include the following:

1. Licensed to practice as a CPA

2. AICPA member
3. Owner of a firm enrolled in an approved practice-monitoring program

4. Current knowledge of applicable professional standards
5. Industry experience in the reviewed firm’s industry concentrations
6. At least five years’ experience in an enrolled firm’s accounting and
auditing practice and currently active in that practice

7. Attendance at a reviewer’s training course that meets the require
ments of the AICPA Peer Review Board within the five years before
the review begins

8. The fundamental purpose of CPE is to maintain and/or increase
professional competence. AICPA members are required to partici
pate in at least 20 hours of CPE every year and 120 hours of CPE
every three years. In order to maintain current knowledge of account
ing and auditing standards, reviewers should obtain at least 40 per
cent (8 hours in any one year and 48 hours every three years) of the
minimum AICPA required CPE in subjects relating to accounting
and auditing. The term accounting and auditing should be inter
preted as CPE courses that would maintain current knowledge of
accounting and auditing standards and engagements that fall within
the scope of peer review as described in the AICPA Standards for
Performing and Reporting on Peer Reviews.

9. A member of a firm that has received an unqualified report on its
system of quality control for its accounting and auditing practice for
its most recently completed peer review
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In addition to establishing that this person is acceptable to the firm’s
administering entity, it should be established that he or she is right for
that firm. The following are some of the questions to ask.
1. Is the person interested in hearing about the firm?

2. Does he or she express ideas clearly?
3. Does he or she seem like someone who could teach the firm and its
staff something during the exit interview?

4. Is this person someone the firm could turn to as a resource based on
his or her personal manner?
A one-on-one conversation will answer many of these questions.

Checking References
Another important step in selecting a team is to ascertain how many re
views the reviewer has performed and a list of reviewed firms as references.
Here are some of the questions a firm might ask the reviewed firms.
1. How would you assess the review team’s performance?

2. Did team members understand the standards and apply them prop
erly? Did they distinguish correctly between steps that are require
ments under professional standards and those that are simply
recommendations ?
3. Were their concerns and observations explained clearly?

4. Did they perform the review smoothly with a minimum of disrup
tion to the firm?
5. Did they offer suggestions that have enhanced the practice? Was
their advice tailored to the practice, or did it consist of more super
ficial recommendations that might apply to any firm?
6. Was excessive follow-up or additional information requested by the
administering entity before the review could be accepted?
7. Did the reviewers add value to the peer review process?

Peer Review—for More Than Compliance
Although it is important to establish that a potential reviewer has the
proper credentials, it is not all that firms may want to know. Practitioners
may believe that a compliance review alone is not enough for their firm. A
firm may want to hire a reviewer who plans to do more than ensure that
the firm is in conformance with professional standards. Reviewers can be
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more valuable if they offer firms insights and suggestions that will help
them to better manage their practices. A number of firms contract with
their review teams to perform practice management consulting engage
ments beyond the review itself, but an experienced review team may
offer some valuable advice as part of the standard review. For example,
the team might make observations about efficiencies that could save
time or money. It may describe best practices observed at other firms it
has reviewed. As part of the selection process, firms may want to ask
potential reviewers what value-added insights a team could offer.

The Peer Review Team

as a

Consulting Resource

When searching for a review team, firms should also consider what
kinds of practice management or other issues they might want the team
to address in a separate engagement. Firms often retain their reviewers
to perform extra practice management consulting services above and
beyond the peer review process, covering issues such as partner com
pensation, personnel, billing and collection, client retention, or other
important issues. Such services are planned and billed separately. If a
firm is seeking this kind of help from a consultant, discussing the facts
with prospective review teams may be appropriate in order to deter
mine whether candidates are qualified. Although there are many con
sultants offering services to CPA firms, the following are a few good
reasons to consider asking a peer review team to perform them.
1. The firm leaders and the team form a working relationship in the
peer review process. A solid bond can lead to a more effective con
sulting engagement.

2. The review team has already learned a great deal about the practice
through the peer review. Because they will not need to familiarize
themselves with the firm as part of any consulting engagement, the
cost of any add-on services may be reduced.

How Much Should the Firm Expect to Pay?
Cost is obviously a consideration in selecting a peer reviewer. The aver
age direct expense of peer review is between $1,500 and $3,500, de
pending on the size and nature of the firm’s accounting and auditing
practice. (For off-site reviews, the price will range from about $400 to
as much as $900.) Different factors can affect the fee. For example,
firms with engagements in a wide variety of industries or in specialized
or high-risk areas, such as banking, government, and construction, will
probably pay more because of the added complexity.
Another issue to consider is the nonchargeable hours that must be
devoted to preparing for, undergoing, and following up on a peer
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review. Although this is an area of considerable concern to many firms,
those that follow the advice in this booklet, including preparing well in
advance, schedule conscientiously, and choose the best reviewer, will
find that it is possible to minimize chargeable time lost to the peer re
view process.
Another factor is the range of different rates charged by reviewers. Al
though it is important to limit costs, experts in the process urge firms not
to use price as the only selection factor when choosing a review team.
Peer reviewers can offer valuable insights into ways to raise quality and
increase efficiency. Teams that cost a little more may be able to help firms
lower expenses or increase productivity, so don’t overlook value in favor of
price. Similarly, teams that promise to complete the engagement quickly
may be cutting corners that could add value to the process.

Firms should be aware that it is perfectly acceptable to negotiate the
fees for firm-on-firm engagements and to ask for a fixed fee if the firm
can supply complete and accurate information beforehand.

Finally, when selecting a reviewer, firms should consider teams that
have performed reviews for them in the past. For firms that are not en
rolled in SECPS, the revised AICPA Standards for performance report
ing on peer reviews, stipulates that a reviewer is not limited as to the
number of consecutive peer reviews in which he or she may serve in the
capacity of team captain. This means it is possible to build a relation
ship with a reviewer over the years. In deciding whether to rehire a for
mer reviewer, a firm should consider the same questions used in
choosing a new team. Were the team members knowledgeable about
technical and operational issues? Were firm members comfortable dis
cussing the practice with this team? Did the team offer valuable ideas?
If the reviewed firm wishes, a peer review engagement can provide
value beyond the compliance function. These firms should take care in
the selection process to ensure they make the best choice. They should
feel free to question the reviewing firm about what it has to offer.

If a firm opts for a firm-on-firm review, it must inform the peer re
view administering entity about the team captain and members it has
selected. The administering entity will then review the reviewers’
resumes to make sure they have all the proper qualifications to review
the firm. Once the administering entity approves the team, the next
step is the review itself.

23

4 THE ACTUAL REVIEW
Once the firm has chosen its reviewer, it is time to begin preparation
for the actual review. The point of this process, of course, is to deter
mine whether the firm’s system of quality control has been designed in
accordance with quality control standards and is being complied with
to provide the firm with reasonable assurance of conforming with pro
fessional standards on its accounting and auditing engagements.

Issues the Reviewers Will Cover
The reviewer will first obtain an understanding of the firm’s system of
quality control. The following are questions that a reviewer might ask.

1. Is the system of quality control adequate for the firm? Should it be
expanded or reinforced in certain areas? Is it too elaborate for the
practice, forcing firm members to perform unnecessary procedures?
2. Are audit efficiencies properly implemented? Is the firm doing too
much work in some areas or on some engagements and not enough
on others? Are the hours devoted to different segments of the prac
tice or different engagements appropriate given the number of staff
or partners involved?

3. Does the staff understand the system well enough that the system is
truly functioning as intended?

4. Does management take steps to ensure that the system remains use
ful and effective?
5. Did the firm correct deficiencies found in the last review?
The review generally covers a one-year period mutually chosen by the
firm and the reviewer. Engagements selected for both on-site and off-site
reviews normally have year-ends that occur during the reviewed year.
Peer review will include selections from all engagements covered by
the AICPA’s Standards for Performing and Reporting on Peer Reviews,
defined as all engagements covered by Statements on Auditing Standards
(SASs); Statements on Standards for Accounting and Review Services
(SSARSs);1 the Statement on Standards for Attestation Engagements
(SSAEs) and Government Accounting Standards (the Yellow Book),
issued by the U.S. General Accounting Office (GAO). Firms that perform
1 SSARS that provide an exemption from those standards in certain situations are
likewise excluded from this definition of an accounting and auditing practice for peer
review purposes.

25

engagements under the SASs or examinations of prospective financial
statements under the SSAEs have on-site peer reviews. Firms that per
form other listed services that are not required to have on-site peer re
views have off-site peer reviews.

The reviewer’s choice of engagements will be based upon a level of
assessed risk. The risks under consideration should include those asso
ciated with the design of the firm’s quality control system as well as
risks inherent in the engagements themselves. For example, an audit of
a bank is inherently riskier than a compilation for a medical practice.
Engagements will include the following:

1. Publicly held clients, financial institutions, employee benefit plans,
those with a significant public interest, and those conducted under
Government Auditing Standards

2. Large, complex, or high-risk clients
3. Specialized industries

4. Each level of service provided, including audit, attest, review, and
compilation
The review is a multifaceted process designed to help the review team
gain an understanding of the firm’s system of quality control. To achieve
this, the reviewers will consider the firm’s quality control policies and
procedures and ask the firm liaison detailed questions about them. Once
an understanding has been gained, the reviewers will attempt to ensure
that the system is operating as it has been described. This part of the
process will involve interviewing staff and reviewing various documents
that support the system of quality control, such as those detailing inde
pendence, hiring, CPE, and other relevant issues. In addition, the review
team will examine selected representative engagements. It will consider
how the firm monitors the system and how it has modified or changed
quality control and other policies based on the monitoring of its own ac
tivities. At the end of the process, the firm members and the review team
discuss the team findings and the firm’s response to them.

Common methods for addressing deficiencies may include the fol
lowing.

1. Orally note isolated or minor deficiencies during the review or the
exit conference.

2. Issue a letter of comment for pervasive or more significant deficiencies.
3. Issue a modified report for systemic deficiencies that indicate the firm
may have less than reasonable assurance of conforming with profes
sional standards in the conduct of its accounting and auditing practice.
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Working While a Review Is in Progress
A number of firms are concerned that the peer review will disrupt their
normal day-to-day routine. If the firm has prepared properly, this should
not be the case. Nevertheless, firms should be aware that the reviewers
will be communicating formally and informally with their staffs to estab
lish their opinions and knowledge of the system and how it can be im
proved. Although this will force staff to take time out of their schedules
to work with the reviewers, it can also offer firms a wonderful opportu
nity to gain a new perspective on their system of quality control. The re
viewers may ask the staff questions that partners have never before raised,
and staff may offer particularly thoughtful answers to an outsider who
has come into the firm as part of the review process. Firm leaders should
not miss this opportunity to learn more about their own practices.
Many firms encourage their review team captains to preselect a
number of the engagements that the team will be examining so that the
firm can retrieve the paperwork in advance. As soon as the selections
are made, the liaison should ask the team captain to list the engage
ments in the order they will be reviewed. This schedule will allow the
firm liaison to alert firm members involved in each selected engage
ment as to when it is to be reviewed. Then they can arrange their own
plans to allow time to meet with the review team if it becomes neces
sary. A number of reviewers request that financial statements for se
lected engagements be sent in advance to hasten the process.

A good review team will attempt to avoid interfering with the firm’s
practice by, for example, saving all questions for the end of the afternoon or
some other mutually convenient time rather than interrupting firm mem
bers throughout the workday. The team captain should consider ways to
prevent unnecessary interruptions. Firm leaders or the liaison can support
this effort by visiting the reviewers in their free moments to see whether
they can answer any queries or find any needed documents for them.

Can We Discuss That Over Lunch? Dinner?
The firm should seize any opportunity outside of work hours to take
advantage of the reviewers’ presence and expertise. The firm is paying
for an objective expert to perform a close examination of its inner
workings, and firm leaders ought to make the most of this opportu
nity. A good way to do this is to socialize with the team captains or
members whenever feasible, asking them our to lunch or dinner.
If firm leaders have a break in their schedules, they may want to ap
proach team members to discuss their findings and other matters.
For example, based on its review, do the reviewers have any sugges
tions about efficiency, marketing, and possible improvements? Such
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questions can also be raised in the exit conferences in order to get the
maximum value from the process. CPAs who ask a lot of questions,
take notes, and keep an open mind will gain valuable insights.

The Importance

of

Open, Honest Dialogue

During the review, the reviewer will probably make comments or ask
questions about the firm and its practices. It is important for firm lead
ers to understand where these communications fit in a larger context and
determine their significance to the firm. Partners are very familiar with
their own systems of quality control but outsiders are not, so it is advis
able that partners try to see the firm and its workings from the reviewers’
point of view in order to help them do their jobs.
Reviewers will sometimes come across possible problems in a system
of quality control. If this happens, they will want to understand what
the problem means to the firm. One significant issue is the underlying
cause of any given problem. For example, if professional standards have
not been followed, why? Is it because firm members have failed to un
derstand and apply those standards? Is the problem an isolated case of
human error? Were firm members not aware that a standard existed?
Can the problem be solved through CPE? Did a flaw in the system of
quality control contribute to the oversight? These are the kinds of
questions that the reviewers ultimately are trying to answer, and firms
that understand their goals will be in a better position to help them do
so. One way to learn how reviewers approach the process is to take a
course on how to conduct a review. Even CPAs in firms that have no
intention of performing reviews will benefit from understanding a team
captain’s methods and aims. Reviewed firms could also benefit from
owning and studying the AICPA Peer Review Program Manual.
Another reason to pay careful attention to reviewers’ queries is to be
attuned to how the review will conclude. It is possible for firm leaders
to believe that an issue raised in the course of the review was minor,
only to learn in the exit conference that the reviewer considers the
problem to be more significant. Surprises can be prevented by paying
careful attention to the issues raised and determining their importance.

If a reviewer uncovers a potential problem, firm leaders should not
become defensive. Instead, they should try to elicit all the details of
what happened and why. First, it is important to understand whether
the issue is a result of a departure from professional standards or just
a practice recommendation. In the case of a departure from profes
sional standards, was the firm aware of the relevant professional stan
dard? If so, did it consider the issue but come to a different conclusion
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about how to treat it? Did the firm do everything it was supposed to
do but failed to document its actions properly? Each different possi
ble answer to these questions could have a different impact on the
final report, so firms need to determine the reason for the departure.
It is important to remember, too, that the reviewers are not trying to
ferret out errors, but are examining a system of quality control. Indi
vidual problems are not significant; their frequency and underlying
causes are.

Preliminary Findings: Matters for Consideration
During the review, the team will write up its unresolved concerns as
formal items called matters for consideration (MFCs). A reviewer will
prepare an MFC form to clearly and concisely document all signifi
cant matters that require additional information or explanation of
the facts from the firm. The issues discussed on an MFC form include
the following:

• System design. The reviewer believes that the firm’s quality control
policies, even if fully complied with, are not likely to provide the firm
with reasonable assurance of conforming with professional standards.
• Engagement performance. The reviewer believes that the reviewed
firm failed to adhere to professional standards.

• System compliance. The reviewer believes that the reviewed firm did
not comply with one of its prescribed policies or procedures even
though it did comply with professional standards.
• Documentation. The reviewer believes that the work performed in a
particular area was not documented but, through inquiry or other
means, the reviewer is satisfied that the work was performed.

Items in MFCs may or may not be covered in the final letter of com
ments, depending on the nature of the finding. For example, a one-time
mistake is not apt to be reported because it probably is not an indicator
of a meaningful weakness in the firm’s system of quality control. The
misunderstanding of a professional standard among firm personnel, on
the other hand, is quite likely to turn up in the letter of comments.
Firms should be sure to address MFCs throughout the review process.
Their responses should be noted on the MFCs themselves. Firm lead
ers should attempt to understand the implications of each finding and
to maintain a dialogue with the reviewers about how each one is inter
preted. In a number of cases, a reviewer may raise an issue that a firm
member can explain or resolve before it is documented in an MFC, and
firms should take the opportunity to do this. Elsewhere, MFC concerns
may be cleared up as they become apparent if firm members keep them
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selves informed about the reviewers’ interim findings. Ultimately, the
team captain will review and summarize the MFCs to determine whether
there is a problem with the system of quality control that should be re
ported, in the letter of comments.
Although firm leaders should take MFCs seriously, they should not
overemphasize their impact. The final report does not consist of a list
of MFCs; MFCs are solely the building blocks of the report, and of any
letter of comments. The team captain must synthesize all the MFCs in
order to understand the system of quality control in a larger context
and to draw a conclusion about its efficacy. If an MFC is not significant
to the entire system of quality control, it is unlikely to carry a lot of
weight in the final report.

Letter of Comments Suggestions and Recommendations:
Matters of Professional Judgment
During the process, firms should understand that it is not the job of the
review team or the team captain to set professional standards. The re
view team’s job is to use their professional judgment in applying stan
dards. A number of the comments expressed by review team members
will be suggestions or advice about best practices at other firms. Firms
may learn something from the reviewers’ recommendations, but they
do not necessarily have to implement the exact recommendation in the
letter of comments. It is a good idea to discuss what the reviewer’s rec
ommendation will be before the letter is issued, in order to reach a con
sensus as to what will work for the firm. However, the firm’s letter of
response should appropriately address the deficiencies—possibly with
alternative solutions—to the satisfaction of the respective report accep
tance body.
Sometimes, whatever a team captain believes is required is really
a matter of judgment, not something mandated by professional
standards. If this happens, firms should feel free to question the re
viewers about the source of the requirement. Ask the team captain
for the specific standard. The team captain must know and ac
knowledge the difference between professional standards and a pol
icy followed at his or her own firm. It is acceptable for him or her to
explain how his or her firm approaches a situation, without impos
ing judgment.

If the firm and the reviewers agree that a requirement exists, all firm
members who do not concur should feel free to question the reviewers’
interpretation. In other words, firm members may ask as many ques
tions as necessary to ensure that they grasp the reviewers’ point of view
and the reasons behind it.
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Wrapping It Up: The Exit Conference
The exit conference is the review wrap-up, the time when the firm has
a chance to communicate with the team captain, talk about the review
and the findings, ask questions, and listen to suggestions and recom
mendations. Because the exit conference is so important, it is a good
idea to arrange for it as soon as possible. Ideally, the time for the exit
conference should be agreed to before the review team’s arrival. Al
ternatively, within the first few hours after the team’s arrival, firms
should ask the team captain about scheduling the conference. Early
planning can ensure that all of the firm partners and other key peo
ple, the members of the firm’s accounting and auditing staff, for ex
ample, can attend.
By the end of the exit conference, firms should have a good sense of
the review team’s conclusions. A firm should try to resolve all of the re
viewers’ questions by the end of the exit conference to make sure it has
an idea of how the reviewers’ findings generally will affect the report.
Although it is unlikely that the reviewer will issue the actual peer review
report in the field, reviewers will advise a firm as to what issues were of
most importance to the team and the team’s ultimate overall conclu
sions about the firm’s system of quality control.

The best time to resolve the issues presented on MFCs is during
the review—before, not during the exit conference itself. Neverthe
less, completing the exit conference may require addressing issues
that have not been previously resolved. During the exit conference,
the reviewer will describe the team’s overall conclusions based on all
the information it examined. The team captain will explain what
kind of report will be issued and what will appear in any letter of
comment or recommendations. He or she will also mention other
observations that are noteworthy even though they have no bearing
on the firm’s system of quality control and, thus, will not be in
cluded in the report. This discussion could include nontechnical is
sues such as practice efficiencies, review processes, even software
choices. The team captain will remind the firm not to release the re
sults of the review because it is not final until accepted by the report
acceptance body.
If the firm does not agree with or fully understand the team’s con
clusions, firm members should discuss their questions with the team. In
fact, a good review team captain probably will ask firm members for
their response to recommendations in order to initiate a dialogue.
Firms should feel comfortable telling the reviewers whether their rec
ommendations are viable. It’s also acceptable to ask for more detail or
other options.
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Above and beyond these concerns, the firm should seize the chance
to solicit ideas about whatever is important to the owners.
Getting the Most Out of the Exit Conference

The exit conference is an optimal opportunity to take advantage of the
team’s background and their knowledge of the firm. The following
are areas that can be covered.

1. What are the firm’s greatest strengths?

2. What weaknesses did the review team notice?
3. Did the team observe any areas of wastefulness? (This might
include time spent on unnecessary procedures or expenses that
could be cut without hurting quality or productivity.)

4. Is the firm making the best use of its human resources?
5. Did the team find an area in which the firm could use extra CPE?
6. What was the staff’s opinion of the firm and its processes?

7. Firms usually choose review teams with expertise in their industry
specializations. Can the team offer advice about expanding into a
particular niche within that specialty? What marketing advice can
rhe reviewers offer?

A Successful Review Is an Interactive Process
The firm should maintain an active role in the process. In other words,
it should not simply wait for the reviewer’s findings, but rather, ques
tion the reviewer all along the way about the team’s progress. This en
ables the liaison to explain the firm’s position on various issues and to
reach agreement with the team captain about whether a particular issue
is a finding that will result in an MFC. The liaison can also take the op
portunity to ask the team captain how his or her firm would have han
dled a given situation.
Once the findings are reported and the exit conference is over, the firm
should expect a letter of comments within thirty days of the exit confer
ence date or by the reviewed firm’s due date, whichever is earlier. In order
to schedule future meetings and follow-up, firms may want to ask the re
viewer during the exit conference when the team expects to complete its
reports and, if applicable, letter of comments. If the firm is required to
prepare a letter of response to the letter of comment, the reviewer must
read it to ensure that firm members have understood the review report,
and the letter of comments, if any, and have responded appropriately.
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Peer Review

as the

Basis for Continuing Improvement

Peer review is intended to help firms improve their practices. If weak
nesses in the system of quality control are found, the administering en
tity’s peer review committee will require the firm to correct them. It
may recommend, for example, that the system of quality control be
changed or that firm members enroll in appropriate CPE courses. Such
actions can help a firm upgrade its system of quality control and, con
sequently, the quality of its staff and services.
The next time the firm undergoes peer review, the reviewer will be
looking at the firm’s previous peer review report. If there was also a let
ter of comments, the reviewer will check to ensure that the firm took
the actions specified in its letter of response or by the administering en
tity’s peer review committee. Although firms need to ensure that they
are complying with the monitoring element of quality control, they
may wish to consider performing annual internal inspections as a part
of the monitoring process.
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5 RESOLVING DIFFERENCES
Peer review teams bring much expertise to the process, but sometimes
firms disagree with the team’s conclusions. If this happens, the reviewed
firm has the right to question the team captain about his or her observa
tions or findings and to challenge the reviewer’s recommendations.

Honest Disagreement
It is quite possible that a team captain can make an observation with
which the firm leaders disagree. Firms are not required to accept the
review team’s word without question. As firms do, team captains often
use their judgment when interpreting professional standards. The firm
has the right to ask the team captain to substantiate with citations of
professional standards, if necessary, matters included in the letter of
comments. Actually, the process will probably be a little more difficult
for firms that fail to speak up if they don’t understand or agree.
As the fieldwork proceeds, reviewers should share their findings with
the firm liaison. It is the liaison’s job to understand the reviewers’ con
cerns and attempt to ameliorate any problems. For example, is a file in
complete simply because some paperwork is missing? Is a query the
result of a misunderstanding that can be cleared up easily?
If more serious questions are raised, they should be addressed as
thoroughly as possible during the review, before the exit conference
takes place. By the time of the exit conference, the team captain will
have already drawn conclusions that will be reflected in the team’s re
port, so it is best to work through differences before this happens.

Working Together to Reach a Consensus
Firms and reviewers should agree about findings noted in the MFCs,
the peer review report, and the letter of comments. One of the firm
leaders’ goals during the process is to ensure that this happens. By pay
ing close attention to MFCs, investigating the reasons for them and re
sponding to them quickly, firms can reduce the opportunity for any
misunderstandings about the final peer review report and the letter of
comment. Practitioners will sometimes sign off on an MFC even if they
do not understand the issue or disagree with the finding. Because
MFCs are the building blocks for the final report, it is best to do what
ever is necessary to make sure they accurately reflect the firm’s system.
Time-consuming disagreements that occur later in the process often
arise because a firm did not challenge an MFC that it did not really

agree with earlier. Exit conferences are less productive if unresolved dif
ferences remain. Although all firms want to improve their practices and
are willing to accept reasonable criticism to do so, they should also feel
free to discuss any of the team captain’s suggestions about which the
firm may have some questions.

A firm’s response may be affected by the treatment of a given com
ment. For example, if an issue is going to be noted in an MFC but the
team captain says it will not be reflected in the letter of comments, firm
leaders may decide to note their own opinion as a comment on the
MFC and leave it at that. If a disputed issue will be covered in the letter
of comments, there are steps the firm can take.

Reasonable Procedures for Resolving Differences
of Opinion
On occasion, firms may not agree with a reviewer’s judgment about the
importance or the materiality of a finding. If this is the case, or if the
firm is not satisfied with the team captain’s response on a technical
issue, the firm leader’s job is to gather support for the firm position.
The first step should be to consult the professional literature in the
firm’s own library, then consult with the administering entity or the
AICPA’s technical hotline. The firm should gather hard data to sup
port its position.
At this point, firm leaders may be able to approach the team captain
and suggest, for example, that there are differences in application
within the profession. They can ask him or her not to apply his or her
own judgment to a situation that is open to interpretation.

If a disagreement persists, firm leaders should contact the liaison to
the peer review committee at the administering entity. These profes
sionals regularly see a wide range of practice applications and are in a
good position to determine what is appropriate in different scenarios. A
technical reviewer, as well as a peer review committee, will evaluate the
report and the firm’s response to determine whether the review was
performed in accordance with the standards, whether the MFCs sup
port the report and letter of comments, and whether the letter of re
sponse has merit. Clearly, thorough preparation and research is
necessary throughout all steps of the process. The firm will have ample
opportunity to explain its position to the committee.
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6 THE ROLE OF THE AICPA PEER
REVIEW BOARD
The AICPA Peer Review Board has authority to conduct the AICPA
Peer Review Program in cooperation with state CPA societies. The
Board is currently exploring ways to add value to the peer review pro
gram and has always encouraged firms to get the most out of their own
peer review. The board focuses its attention on the following:
1. Enhancing the quality of accounting and auditing engagements per
formed by CPA firms through education and remedial or corrective
actions and governing the activities of the program while encourag
ing participation
2. Establishing standards and procedures for performing and reporting
on peer reviews

3. Establishing procedures and criteria for state CPA societies to admin
ister reviews under the program and overseeing and coordinating
the activities of state societies that elect to participate

4. Establishing programs and developing materials to educate and assist
firms to improve the quality of their practices
5. Establishing procedures for resolving disagreements that arise as a
result of reviews performed
6. Establishing due process procedures to adjudicate matters that may
lead to the termination of a firm’s enrollment or participation in the
AICPA Peer Review Program and conducting hearings pursuant to
those procedures

The AICPA Peer Review Board administers a peer review program
that has, as its primary objective, the protection of the public interest
by improving the quality of practice of CPA firms.
In addition, the Board will create an atmosphere where reviewers
can assist firms in meeting the needs of their clients.

To achieve its mission, the Board will—
• Design, implement, and maintain a program that protects the public
interest.
• Be aware of the changes in the profession and provide the necessary
tools to enable reviewers to work with firms to better serve their clients.

• Promote public awareness of the benefits of peer review as an element
of self-regulation.
37

GLOSSARY
Administering entity. The body that oversees and accepts a review.
Typically, this is a state CPA society.
Adverse report. In this kind of report, the review team concludes that
there are significant deficiencies in the design of a reviewed firm’s sys
tem of quality control or pervasive instances of noncompliance with the
reviewed firm’s system of quality control as a whole, resulting in several
material failures to adhere to professional standards on engagements.
About one percent of reviewed firms receive adverse reports.

Committee-appointed review team (CART). This is a team chosen
by the entity administering the review. (Not all administering entities
offer this option.) This is one of three choices for on-site peer reviews,
which can also be performed by a team selected by the firm (firm-onfirm review) or by an approved CPA association.
Exit conference. The last stage of an on-site review, when firm repre
sentatives and review team members meet to discuss the review find
ings. It is an excellent opportunity to solicit advice and ideas from the
reviewers.

Findings. Items resulting in the creation of a condition in which there
was more than a remote possibility that the firm would not conform
with professional standards on accounting and auditing engagements.
Firm liaison. A firm member assigned to facilitate the peer review
process. An administrative liaison might also be chosen to perform sup
port services for the review team.

Firm-on-firm review. The reviewed firm selects its own review team,
which must be approved by the administering entity.
Letter of comments. A reviewer’s description of deficiencies, this kind
of letter is found in the design of the system of quality control or the
firm’s compliance with it.
Letter of response. This kind of letter embodies the firm’s response to
the reviewer’s report and letter of comments, if any. All three are sub
mitted to the entity administering the review.

Matters for consideration (MFCs). These are formal submissions to
the firm from the review team that clearly and concisely document all
significant matters that require additional information or explanation
of the facts from the reviewed firm.
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Modified report. A modified report means that there is reasonable assur
ance that the firm is conforming to professional standards in all areas ex
cept those indicated. About 10 percent of firms receive qualified reports.

On-site review and off-site review. Firms that perform engagements
under the SASs or examinations of prospective financial statements
under the SSAEs have on-site peer reviews. Firms that perform other
listed services that are not required to have on-site peer reviews have
off-site peer reviews.
Qualified report. See Modified report.

Quality control policies and procedures questionnaire. The reviewer
sends this to the reviewed firm in order to elicit information about the
firm’s system. In a number of firms, it acts as a quality control document.

Review due date. The deadline, assigned by the administering entity,
for when the working papers, peer review report, letter of comments, if
any, and the firm’s letter of response must be submitted to the admin
istering entity.
Review year. The review covers a one-year period. Engagements
selected for review normally would have periods ending during the year
under review.
Summary review memorandum. Documentation covering the plan
ning of the review, the scope of the work performed, the findings and
conclusions supporting the report and letter of comments (if any), and
the comments communicated to senior management of the reviewed
firms that were not deemed of sufficient significance to include in the
letter of comments.

System of quality control. The firm’s method of ensuring quality in
its auditing and accounting practice. This is what is evaluated and re
ported upon in a peer review.
Team captain. The person who manages the review team (In small
firms, he or she may compose the entire team). He or she must synthe
size all of the review findings to prepare the peer review report and any
letter of comments.

Unmodified report. A report that means that there is reasonable assur
ance that the firm is conforming with professional standards in all mater
ial respects. About 89 percent of PCPS firms receive this kind of report.
Unqualified report. See Unmodified report.
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